Value Engineering -- OMB Circular No. A-131
U.S. DEPARTMENT OF AGRICULTURE

WASHINGTON, D.C. 20250

DEPARTMENTAL REGULATION NUMBER

5048- 001

susJect: Val ue Engi neering -- Inplenmentation of OVB pate: July 12, 1989
Circular No. A-131

OPl: Ofice of
Qper ati ons,

Procurenent Divi sion

1 PURPGSE

The purpose of this regulation is to inplenment the policy and procedural
requi rements of OMB Circul ar nc.A-131, Value Engineering, in the United
St ates Departnment of Agriculture.

2 ABBREVI ATl ONS
OVB - Ofice of Managenent and Budget
00 - Ofice of QOperations
PD - Procurenent Division
VE - Val ue Engi neering
3 DEFI NI TI ON

Val ue engineering is defined as "an organi zed effort directed by a person
trained in value engineering techniques to analyze the functions of systens,
equi pnent, facilities, services and supplies for the purpose of achieving
the essential functions at the lowest life cycle cost consistent with

requi red performance, reliability, quality and safety.”

4 POLI CY

Each Departnental agency head shall follow the guidance contained in OVB
Crcular No. A-131; shall establish, nmanage, and nonitor a val ue engi neering
programw thin the respective agencies; and shall direct technical and
procurenment personnel to use val ue engineering techniques to the extent
practi cabl e, considering cost and size of a programor project. Each
Departnental agency's val ue engi neering programshall, at a mninmm adopt

t he managenent and procurenent practices contained in paragraphs 4a and 4b
of the OMB circul ar.

5 CONSI DERATI ONS FOR APPLYI NG VE

When val ue engineering is introduced early into a project or program the
potential for savings is greater then if applied |ater. The savings are
general ly greater during the planning, design, and other early phases of
proj ect/ program devel opnent.

Wil e contracts for conmercial products frequently result in the delivery of
standard off-the-shelf itens, the requirenents specified in solicitations
for the itens can be subject to a value engineering review These reviews
obvi ously shoul d be made before the issuance of a solicitation. However, it
is not the intent to "val ue engi neer" conmercial products but to reviewthe
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Government’ s requi rements and specitication froma val ue engl neering
per specti ve.

Nei t her specific types of services, such as R&D, nor specific types of
contracts such as incentive fee contracts are exenpt on a class basis from
VE consi deration. Val ue engi neering can be productively applied to some R&D
contracts, and to contracts using incentive fee provisions. Value

engi neering can be used in hel ping to devel op functional, performance
specifications, and in turn by contractors to suggest changes either to the
speci fications or work statenment specified in a contract. There is always
the potential for a better idea with regard to the tasks or functions to be
performed within a particular contract. Incentive type contracts notivate
contractors to performbetter within specified paraneters. Val ue engi neering
can renove the paranmeters and provide additional incentives for higher

per formance | evel s.

6 ORGANI ZATI ONAL PLACEMENT AND FUNCTI ONS

Al t hough each Departnental agency head needs to assign an individual to
manage and nonitor a val ue engi neering program placenment within the

organi zational structure is a matter of individual discretion for each
agency head. The functional details of how the value engineering effort wll
be performed is also a discretionary matter for individual agencies.
However, performance of the function nust be consistent wth achieving ful
conmpliance with the OVB G rcul ar.

7 TRAI NI NG

The head of a Departnental agency should assure that the person who is
responsi bl e for the val ue engi neering function receives appropriate
training. The | evel of training should be conmensurate with the anmount or
degree of val ue engi neering opportunities that may be avail abl e under agency
prograns. \Wile courses that are certified by val ue engineering

organi zati ons nay be appropriate in sonme instances, there are a nunber of
non-certified val ue engi neering courses avail able too. Several are offered
by the Departnent of Defense, and generally may be attended by civilian
personnel on a space avail abl e basi s.

8 REPCORTS

In order for this Departnent to conply with the reporting requirenments
contained in OMB Crcular A-131, Departnental agencies shall submt the
following information to the Ofice of Operations' Procurenent Division by
Novenber 1 of each year

a Provide the nane, address, and tel ephone nunber of the person
responsi ble currently for his or her agency's val ue engi neering program
00-PD wi Il furnish a consolidated listing to the OVB.

b Prepare and submt the Val ue Engi neering Report of the previous fisca
year's activities. Use the format prescribed in Appendi x B.

9 I NQUI RI ES

Direct inquiries to the Procurenent Division, Policy Team Ofice of Operations,
t el ephone 447-6206.

- END-
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APPENDIX A

OFFICE OF MANAGEMENT ANO BUIDGET
WASHINGTON, D. C. 20503

January 26, 1988

Cl RCULAR
NO.
A-131

TO THE HEADS OF EXECUTI VE DEPARTMENTS AND ESTABLI SHVENTS
SUBJECT: Val ue Engi neering

1. Purpose. The purpose of this Crcular is to require the use of val ue

engi neering, as appropriate, by Federal Departnents and agencies to identify
and reduce nonessential procurenent and program costs. The G rcular requires
agency heads to establish and inprove their use of val ue, engineering

pr ogr ans.

2. Background. Value engineering in the Federal Governnent is a neans for
some Federal contractors and Governnent entities to change the plans,

desi gns and specifications for Federal prograns and projects. These changes
are intended to | ower the Governnent's costs for goods and services and

mai ntai n necessary quality |evels.

a. Prior Reports. Over the last several years, reports issued by the
General Accounting Ofice (GAO and many |Inspectors Generals (IGs)
have consistently concluded that greater use of val ue engi neering
woul d result in substantial savings to the Governnent. Wile sone
Federal agencies have val ue engi neering prograns, other agencies
have not utilized value engineering fully. Even for agencies with
est abl i shed prograns, the GAO and | G reports conclude that much nore
can and should be done to realize the benefits of val ue engi neering.

b. Identified |Inpedinents. The inpedinents that are noted in these
reports and that have prevented a greater use of val ue engineering
i ncl ude:

(1) Failure of senior managenent to allocate the necessary
resources, both in effort and in funds, to establish and
run val ue engi neering prograns;

(2) Absence of good criteria for selecting projects and
prograns for val ue engi neering studies;

(3) Failure to properly perform val ue engi neering studies;

(4) I nadequate attention by agency nanagenent to review ng
and i npl enenting the recommendati ons nmade i n val ue
engi neering studies.

c. Oher Problens. Many of the problens noted in the GAO and 1 G
reports are attitudinal. A comon observation in many of the reports
is that there are few incentives to use -val ue engi neering or other
cost cutting techniques to save noney on fully funded Feder al
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programs and projects. oviously, progranms shoul d be devel oped,
critically reviewed and adm nistered in the nost cost effective
manner possi bl e. Val ue engi neering and ot her managenent techni ques
nmust ensure realistic project budgets and identify and renove
nonessential capital and operating costs.

3. Definitions.

a. Agency. As used in this GCrcular, the term"agency" neans any
executive departnent, mlitary departnent, governnent corporation,
governnent controlled corporation or other establishment of the
executive branch of the Federal governnent.

b. Val ue Engi neering. An organized effort directed by a person
trained in val ue engineering techniques to analyze the functions of
systens, equipnent, facilities, services, and supplies for the

pur pose of achieving the essential functions at the lowest life
cycle cost consistent with required performance, reliability,

qual ity and safety.

c. Value Engineering Change Proposal (VECP). A change proposal that
is submtted by a contractor under a val ue engi neering incentive or
program requi renment clause included in a Federal contract.

d. Val ue Engineering Proposal. A change proposal devel oped by

enpl oyees of the Federal Governnent or contractor val ue engi neering
personnel enployed by the agency to provide val ue engi neering
services for the contract or program

4. Policy. Agencies shall establish value engineering prograns and use val ue
engi neering, where appropriate, to reduce nonessential costs and inprove
productivity. Value engineering prograns of agencies shall, at a m nimum
provi de for the foll owi ng managenent and procurenent practices.

a. Managenent Practices. Val ue engineering prograns nust be tailored
to the m ssion and organi zational structure of each agency. For
exanmpl e, the cost and progranf project size usually indicate the
potential for value engineering. In nost agencies, a relatively few
prograns or projects conprise the majority of costs and val ue

engi neering efforts should be concentrated on these prograns and
proj ects. Therefore, agencies shall:

(1) Enphasize, through training, evaluation and other
prograns the potential of value engineering to reduce
unnecessary posts.

(2) Establish a single entity within the agency to nmanage
and nonitor val ue engineering efforts encourage the use of
val ue engi neering and maintain data on the program This
function shall achieve the purposes of this circular. Value
engi neering training shall be provided to the person
responsi ble for the val ue engineering function and to ot her
personnel responsible for devel oping, review ng and

anal yzi ng val ue engi neering actions.

Report and update the nanme, address and tel ephone nunber of
t he person responsi ble for each agency's val ue engi neeri ng

programto the Ofice of Federal Procurenent Policy, Ofice
of Managenent and Budget.
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(4) Ensure that funds necessary for operating agency val ue
engi neering prograns are included in annual budget
requests, and provide annual summary val ue engi neering
programinformation to the O fice of Managenment and Budget
as reguest ed.

(5) Establish criteria and guidelines to identify those
prograns and projects that are nost appropriate for val ue
engi neering studies. The criteria and gui delines should
recogni ze that the potential savings are generally greatest
during the planning, -design, and other early phases of
proj ect/ program devel opnent.

(6) Require that files be docunented to explain why val ue
engi neering studies were, not performed or required for any
prograns/ projects neeting the agency criteria.

(7) Establish guidelines to evaluate and process val ue
engi neeri ng proposals.

b. Procurenent Practices. Present procurenent policies and practices
for the use of value engineering are set forth in Parts 48 and 52 of
t he Federal Acquisition Regulation (FAR). Part 48 provides two basic
i ncentive approaches for using val ue engi neering. The first approach
uses a val ue Engineering Incentive (VElI) clause. In this approach
the contractor's participation is voluntary and thecontractor uses
its resources to develop and submt VECPs. A contract clause

provi des that when a VECP is accepted any resulting savings are
shared with the contractor on a preestablished - usually a
percentage - basis set forth in the contract.

The second approach, uses a Val ue Engi neering Program Requirenent
(VEPR) clause and requires the contractor to conduct a specific

val ue engineering effort within the contract, i.e., an effort to
identify and submt to the Governnent nethods f or perform ng nore
econom cally. In this second approach, the contractor also shares in
any savings resulting fromthe VECP, but at a | ower percentage rate
t han under the voluntary approach. This effort generally is directed
at the major cost itens of a systemor project.

The FAR presently pernmits agency heads to exenpt their agencies fron
usi ng val ue engi neering provisions in contracts. The authority to
totally exenpt agencies from using val ue engi neering provisions wll
be rescinded and the FAR will be nodified to require that
contracting activities include val ue engi neering provisions in
contracts except where exenptions are granted on a case-by-case
basis or, for specific classes of contracts. One time agency-wlde
exenmptions will no longer be permtted. In addition, agency
contracting activities will:

(1) Actively elicit VECPs from contractors.

(2) Pronote val ue engineering through contractor neetings
and the di ssem nation of pronotional and informational
l[iterature regardi ng the val ue engi neeri ng provisions of
contracts.
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(3) EStablish guidellnes tor processing val ue engl neering

change proposal s and require that contract files list al
change proposals requiring nore than 45 days to accept or
reject.

(4) Docunent all contract files to explain the rationale

for accepting or rejecting val ue engi neering change
proposal s.

(5) Use the value engineering clauses provided in the FAR
for appropriate supply, service, architect-engineer and
construction contracts.

(6) Use the val ue engi neering programrequiremnment clause
(PAR52.248-1 alternatives | or I11) in initial production
contracts for major systens prograns and for contracts for
research and devel opnent except where the controlling
program of ficer determ nes and docunents the file to
reflect that such use is not appropriate (see Section 4 of
Public Law 93400, as amended (41 U.S.C. 403) for
definitions of major systens).

5. Sunset Review. The policies contained in this Grcular will be revi ewed
by the Ofice of Managenent and Budget three years fromthe date of
I ssuance.

6. Inguiries. Further information about this Crcular nmay be obtai ned by
contacting the Ofice of Federal Procurenent Policy, 726 Jackson Pl ace, NW
Washi ngton, DC 20503, Tel ephone (202) 3954803.

Appendi x B

Agency
Fiscal Year

Val ue Engi neering Report

1. Please estimate the amount of funds invested in VE by your agency in
fiscal year 1988.

Funds invested: (1) $

2. What were the estimted VE savings by your agency in fiscal year
19887 Pl ease separate these savings by in-house savings and
contractor-generated savings, if possible. If available, what was the
estimated return on investnent for each of these catagories?

Current FY saving:(2) RO (3)

| n- house:

Contractor:

3. How many people are now assigned full tine to VE in your agency? How
many full-tinme equival ents?
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FPeopl e assli gned:

Ful l -ti me:

FTE:

4. Please identify the nunber of people in your agency receiving eight
hours or nore of VE training in fiscal year 1988.

Trai ni ng (peopl e:

8 hours or nore;:

Under 8 hours:

5. How many VE proposal s did your agency receive in fiscal year 19887

Pl ease report in-house and contractor generated proposals separately, if
possi bl e. How many i n-house and contractor-generated VE proposals were
approved for the sane tinme period?

Proposal s recei ved: Approved

| n- house ori gin:

| ndustry origin:

(1) See item 1l on back.
(2) See item 2 on back.
(3) See item 3 on back.

1. Funds Invested. Estimates should include salaries and overhead expenses (see item
3 bel ow) of val ue engi neering enpl oyees, val ue engineering training costs, costs for
contracting for val ue engi neering services, costs of shared savings paynents nade to
contractors, and any other costs directly associated with your val ue engi neering
progr am

2. Savings. Savings are defined as a reduction in or the avoi dance of expenditures
that woul d have been incurred except for the val ue engi neering program Savings
shoul d be reported in the year incurred; i.e., in the year that the reduction or cost
avoi dance actually occurs. Recurring savings resulting froma specific VE effort

shoul d be reported for a maxi mumof three years - the initial year and the two
subsequent years. Procurenment savings resulting fromval ue engineering efforts should
be cal cul ated in accordance wth FAR 52.248-1(9).

3. Return on Investnent (RO). RO is determ ned by dividing the Governnent's cost of
perform ng the val ue engi neering function into the savings generated by the function.
The Government's cost for the maintenance of an in-house val ue engi neering program
should as a m nimuminclude the annual sal aries and over head expenses associated with
the mai ntenance of the VW E function. Overhead expenses (including fringe benefits)
may be estimated at 50 percent of salaries. Contract cost should be reported in the
year paid.
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